This paper is an extension of recent work that has examined the intra-regional sales of large multinational enterprises (MNEs). First, we examine the interaction between the performance of MNEs and four proxies for their firm-specific advantages (FSAs). This includes: firm size, knowledge (as represented by R&D), marketing ability, and industry type. We find that FSAs in R&D and service sector type are best exploited within the home region. In contrast, the FSA firm size is better exploited by global and bi-regional firms. Second, we find that a service MNE tends to be more home-region oriented and has a higher proportion of intra-regional sales than a manufacturing firm.
which are multinational enterprises (MNEs) are not global and average over 70% of their sales in their home region of the triad. This intra-regional concentration of sales of the world's largest MNEs has important implications for the concept of the geographic reach of firm-specific advantages (FSAs) of these MNEs, as suggested by Rugman (2005) .
It is generally recognized that the FSAs stem from the proprietary assets of the MNEs that arise due to their production and/or marketing activities, (Rugman, 1981b) .
There is a large body of literature which examines the relationship between firm performance (based on these firm-specific advantages) and a firm's degree of multinationality, especially where the latter is based on the level of foreign direct investment (FDI), (e.g., Hennart, 1986; Grubaugh, 1987; Morck and Yeung, 1992) .
However, these studies on the multinationality and performance of MNEs neglect to address the following issues.
First, many of the previous studies tend to focus on the relationship between the FSAs and the performance of the firm's foreign subsidiaries, i.e. the MNE's upstream production activity in terms of the multinationality of its subsidiaries is being tested (Dunning, 1981) . Those empirical studies, therefore, fail to address the effect of the FSAs on downstream marketing and sales activities. Yet, according to Rugman (2005) , FSAs not only affect the firm's upstream activity, such as the level of FDI in the subsidiaries, but also affect the downstream activities of the MNE. Running head: Intra-Regional Sales of Multinationals 4 Second, most previous empirical studies fail to address the effect of FSAs on a firm's regional sales. Most of the 500 largest MNEs are not global in the sense of having the ability to sell the same products and services around the world (Rugman and Brain, 2003; Rugman and Verbeke, 2004; Rugman, 2005) . Accordingly, regional analysis rather than a global one is needed.
Finally, most previous empirical studies fail to examine the geographic reach of the FSAs of the MNEs. Rugman (2005) suggests that, in theory, the firm's FSAs can be exploited either regionally or globally. For example, national patent laws and standards or regional environmental regulations (such as EU as "eco" labels) can restrict the global reach of the FSAs and serve as protectionist barriers at a regional level (Rugman, Kirton and Soloway, 1999) . In order to achieve global reach, the FSA has to become a global standard or a global brand. It should also have the global benefits of integration, with economies of scale and scope 1 .
To address these issues, first, this study tests whether each FSA (including firm size, knowledge, marketing ability, and industry type) exhibits any home-region geographic bias or non-home-region geographic bias. In other words, this study tests whether certain FSAs are more strongly correlated with profitability in home versus nonhome region oriented firms. Second, this study tests the effect of each of the FSAs on a firm's regional sales. That is, factors influencing regional sales are explored.
In this study, firms are grouped into four categories; home-region oriented, hostregion oriented, bi-regional, and global firms. According to Rugman (2005) , firms are categorized as home-region oriented firms if they have at least 50% of their sales in their home region of the triad of North America, Europe, and Asia; host-region oriented firms
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Running head: Intra-Regional Sales of Multinationals 5 if they have at least 50% of their sales in a triad market other than their home region; biregional firms if they have at least 20% of their sales in each of two regions of the triad, but less than 50% in any one region; global firms if they have at least 20% in each part of the triad, but less than 50% in any one region. This study also defines non-home-region oriented firms as firms in the host-region oriented, bi-regional, or global categories. It is also noted that most of the firms used in the study are North American and European firms.
This paper is organized into eight main sections. The first section is the introduction to the paper. The second section is the literature review. The third section states the main hypothesis and a proposition. The fourth section explains the econometric models and describes measures of variables used in the analysis. The fifth section describes data sources and the sample used in the paper. The sixth section shows and analyzes the results of the test. The seventh section describes the limitations of the paper.
The last section provides conclusions of the paper.
II. Literature Review
According to the existing theories of MNEs, firm-specific advantages (FSAs) are important factors in determining the performance of MNEs (Dunning, 1981; Rugman, 1981b) . The resource-based view also suggests that a firm's unique resources and heterogeneous capabilities can generate competitive advantages, which can lead to sustainable superior returns (Barney, 1991; Rugman and Verbeke, 2002) . These resources may include brand names, skilled labor, knowledge of technology, and efficient production processes (Wernerfelt, 1984) .
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Internalization theory suggests that internalization can occur in response to imperfections and externalities in the goods and factor markets (Rugman, 1981b) .
According to Hennart (2001) , these externalities can come from structural market imperfections (as suggested by Hymer, 1960) and natural market imperfections (as suggested by Rugman, 1981b ). Hymer's analysis of structural market imperfections is consistent with Bain-type advantages to enhance the asset power of the MNE (Dunning and Rugman, 1985) . A firm's asset power could be partly reflected by firm size since resources are needed in absorbing the high costs of marketing, for enforcing patents and contracts, and for achieving economies of scale (Agarwal and Ramaswami, 1992; Hood and Young, 1979) . According to Grubaugh (1987) , Hymer's analysis also emphasizes the importance of the industry sector a firm is in. Rugman and Verbeke (2003) integrate FSAs and internalization theory with the resource-based view. They suggest that "in more general terms, FSAs should be viewed as knowledge bundles that can take the form of the intangible assets, learning capabilities, and even privileged relationships with outside actors" (Rugman and Verbeke, 2003 p. 127) .
Many empirical studies use various intangible assets as proxies for FSAs (e.g., Rugman, 1981a; Hennart, 1986; Grubaugh, 1987; Morck and Yeung, 1991) . Such intangible assets are commonly thought to include technological know-how, marketing ability and related consumer goodwill, and effective and dedicated management (Helpman, 1984; Morck and Yeung, 1992) .
The most common empirical proxy for technological know-how in the literature is research and development (R&D) expenditure or R&D intensity, such as R&D per sales
Running head: Intra-Regional Sales of Multinationals 7 and R&D per assets (see, for example, Rugman, 1981a; Grubaugh, 1987; Morck and Yeung, 1992) . Most studies utilize advertising expenditures or advertising intensity, such as advertising per sales or advertising per assets, as a proxy for marketing ability and related consumer goodwill (e.g., Morck and Yeung, 1992) . Grubaugh (1987) uses sales and general administrative expenses as a proportion of total sales as a proxy for marketing ability (or advertising intensity in Grubaugh's 1987 paper) . Due to the fact that it is difficult to define variables reflecting effective and dedicated management, different studies use different proxies for management quality. Morck and Yeung (1992) , for example, use a fraction of the firm's outstanding equity held by insiders (INS) as a proxy for effective management. Caves (1974) , on the other hand, has non-production workers in total employment and average earnings per employee as proxies for management quality. Pugel (1978) measures management ability according to the share of managers in total employment.
Some studies incorporate firm size as one of the FSAs. The proxies used for firm size include a firm's assets and its sales (e.g., Horst, 1972; Grubaugh, 1987) . Moreover, Ray (1989) states that the relationship between level of FDI and firm size cannot be assumed to be linear. Kimura (1989) uses the log of the firm's domestic merchant sales as a proxy for firm size.
In a regional context, Rugman (2005) proposes a two-by-two regional matrix representing the interaction between the firm's desired strategic geographic reach of its FSAs (regional or global) and the empirically determined geographic scope of its locational advantages (regional or global). According to Rugman (2005) Some companies may have a global reach of FSAs, but the geographic scope of locational advantages is regional; these firms are bi-regional (having at least 20% of their sales in two regions of the triad, but less than 50% in any one region). Finally, it is difficult to find any firms with a regional reach of FSAs and a global scope of locational advantages.
III. Hypothesis and Empirical Proposition
Based on the evidence that most of the world's 500 largest firms have the vast majority of their sales within their home region of the triad, Rugman and Verbeke (2004) demonstrate that the lack of global market activity can be interpreted as a reflection of the limits to the international transferability of a company's firm-specific advantages (FSAs). Anand and Delios (1997) suggest that the transferability of resources could be restricted by the physical boundedness of FSAs or by the applicability of FSAs in the host country environment. That is, there exist location-specific capabilities for firms engaging in international expansion.
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According to Hitt, Hoskisson, and Kim (1997) , although international expansion can provides greater opportunities to achieve economies of scales, to leverage strategic resources and achieve economies of scope, and to exploit market imperfections across countries, it is also associated with significant costs. Based on transaction cost theory, Intra-Regional Sales of Multinationals 9 multinational involvement can generate significant transaction costs and informationprocessing demand (Jones and Hill, 1988; Hitt, Hoskisson, and Ireland, 1994) . Zaheer and Mosakowski (1997) propose that a firm operating abroad may encounter the liability of foreignness, "a comparative disadvantage compared to a local firm in a country" (Zaheer and Mosakowski, 1997, p. 440) .
In a regional context, Rugman and Verbeke (2004) suggest that firms trying to expand their sales from the home region of the triad to other regions may face liabilities of inter-regional foreignness (such as trade regulations, powerful foreign rivals in other regions, and local product preferences) so that they cannot repeat their home-triad base advantages in the two other triad markets. Indeed, the evidence is that most available FSAs might well be realized and exhausted within the home region of the triad itself.
However, no formal test has been conducted to explore the geographic reach of FSAs.
Accordingly, this paper examines whether the benefits of each FSA (including firm size, knowledge, marketing ability, and industry type) are better exploited by the home region oriented firms. This leads to the main hypothesis of the paper;
Hypothesis 1: each FSA can be exploited more efficiently by home-region oriented firms rather than by non-home-region oriented firms.
In this study, a distinction is made between home-region bound FSAs and nonhome-region bound FSAs. Home-region bound FSAs are the FSAs that can be exploited more effectively by home-region oriented firms whose geographic reach is limited to the home region. Non-home-region bound FSAs are those whose geographic reach is not
Running head: Intra-Regional Sales of Multinationals 10 limited to the home region; that is, these FSAs can be exploited both in the home region and beyond the home region, for example, by bi-regional and/or global firms.
After testing whether each FSA exhibits any home-region geographic bias or whether each FSA can be exploited more efficiently in the home region, the next step is to examine the effect of each FSA on a firm's regional sales to test whether a firm indeed exercises each of these FSAs within the home region. This leads to the empirical proposition 1.
Empirical Proposition 1: if the benefits of any of the FSAs are better exploited by home-region oriented firms, it is expected that a firm with a greater level of that FSA tends to have a higher proportion of intra-regional sales than a firm with a lower level of such an FSA.
IV. Econometric Models and Measures
To test Hypothesis 1, the model can be estimated by regressing a firm's performance on those FSAs and the interaction between each FSA and the dummy whether a firm is in a home-region oriented category (HOMEdummy, the variable will have a value of one if a firm has at least 50% of its sales in its home region of the triad and a value of zero otherwise). The estimation can be written in the following equations Running head: Intra-Regional Sales of Multinationals
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The firm's performance is measured by a firm's return on equity (ROE). Firm size is measured by a firm's log of total asset (logasset). Knowledge is measured by a firm's research and development (R&D) expenditures as a proportion of total sales (RDpsale).
Marketing ability is measured by the firm's selling and general administrative expenses as a proportion of total sales (selladminpsale). Industry type is identified by a dummy of whether a firm is in the manufacturing industry or service industry (servicedummy); (see Table 1 for the detail description of variables used in the analysis, and see Table 2 for the descriptive statistics and the correlations of the variables).
The Ordinary Least Squares (OLS) method is used to estimate the model in equation (1). If the coefficient on the interaction term between any FSA and
HOMEdummy is significant, it can be interpreted that the effect of that FSA on a firm's performance depends on whether a firm is home-region oriented. Moreover, if the coefficient has a positive value, this implies that that FSA can be exploited more efficiently in the home region of the triad than in other regions. If this is the case, that FSA would be defined as a home-region bound FSA. In contrast, if the coefficient on the interaction term is negative and significant, the FSA would be defined as a non-homeregion bound FSA.
To test the empirical proposition 1 or to examine the effect of each FSA (including firm size, knowledge, marketing ability, and industry type) on a firm's regional sales, the estimation can be written in the following equation The dependent variable regionsales represents a firm's regional sales. This can be measured with three proxies. The first proxy is the four types of firms as classified by Rugman (2005) , including home-region oriented firms, bi-regional firms, host-region oriented firms, and global firms, denoting this variable as regiontypes 3 . With this proxy, a model could be estimated using the multinomial logit method. With this method, the effect of FSAs can be compared across firms with different geographic sales structures.
The most interesting comparisons would be those with home-region oriented firms as a comparison group; that is, the effect of FSAs of host-region oriented vs. home-region oriented firms; bi-regional vs. home-region oriented firms; and global vs. home-region oriented firms. In this case, it is expected that a firm possessing a high value of homeregion bound FSAs tends to be a home-region oriented firm (rather than a host-region oriented firm, a bi-regional firm, or a global firm). The opposite would occur for the firms with a high value of non-home-region bound FSAs.
The second proxy for regional sales is a binary variable regarding whether a firm is of a home-region oriented type (HOMEdummy). In this case, the logit method could be used to estimate the effect of each FSA on a firm's propensity to be home-region oriented. It is expected that a firm with a higher value of home-region bound FSAs has a greater possibility of being a home-region oriented firm than a non-home-region oriented one.
The last proxy for regional sales is a continuous variable of the firm's intraregional sales as a proportion of total sales (INTRA). With this proxy, the OLS method implication cannot be true because continually increasing one unit of the independent variable would eventually drive the dependent variable to be greater than one or less than zero. Accordingly, this paper also uses the fractional logit estimation to estimate the effect of FSAs on a firm's proportion of intra-regional sales. It is expected that a firm with a higher value of home-region bound FSAs tends to have higher proportion of intraregional sales than other firms with a lower level of this kind of FSAs.
To examine the effect of each FSA on a firm's regional sales, the model also controls for the effect of the firm's region of origin, that is, market effect. Due to the fact that North America is the largest market among the broad triad region, it is expected that all other things being equal (if firms possess the same level of FSAs), the North American firms tend to have more sales within their home region than firms of other regions. Accordingly, the dummy variable defining when a firm is a North American firm (denoted by NAdummy) is included in the model.
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This paper uses two databases for the analysis; (1) the "Regional Nature of Global Multinational Activity" (the RNGMA database), the same database used in Rugman 
where revenueCOMPUSTAT is the revenue data derived from the COMPUSTAT North America database, and revenueRNGMA is the revenue data derived from the RNGMA database.
If the firms have a high value of "percentdifferent", it implies that those firms in the two databases might be different or both databases may have very different methods of collecting and reporting the data. For these reasons, a cut-off point of "percentdifferent" is needed in order to determine which firms should be included for further analysis. The + 3 threshold is chosen as a cut-off point; that is, firms with value of "percentdifferent" greater than 3 or less than -3 are eliminated from the database. Due to the fact that there are very few firms that are host-region oriented or global, we anticipate high variation and a possible lack of reliability in the tests. But there is little that can be done to improve the tests as so few MNEs can meet the classification of being global or bi-regional. Running head: Intra-Regional Sales of Multinationals 17 coefficients except that of "selladminpsaleHOME" is statistically significant at the 5% or 10% significant level. Because the coefficient on selladminpsaleHOME is not significant at the 10% significant level, the null hypothesis that the effect of selladminpsale on performance does not depend on whether a firm is home-region oriented cannot be rejected. However, the results show that variables logassetHOME, RDpsaleHOME, and serviceHOME are negatively, positively, and positively related to ROE respectively. It can be interpreted that the FSA logasset can be exploited both in the home region and beyond the home region of the triad (non-home-region bound FSA), while the FSAs
VI. Results
RDpsale and servicedummy can be exploited more efficiently in the home region of the triad (home-region bound FSAs).
The results derived from Table 3 determine the prediction of empirical proposition 1. That is, it is predicted that a firm with a lower value of logasset (a small firm), a firm with a higher value of RDpsale, and a service firm tends to be home-region oriented or tends to have higher proportion of intra-regional sales. Then, equation (2) is used to test the empirical proposition 1.
To estimate equation (2), either regiontypes, HOMEdummy or INTRA can be used as a proxy for a firm's regional sales (regionsales). The first analysis is to use regiontypes to measure regionsales. Table 4 According to Table 4 , the coefficient on all FSAs (logasset, selladminpsale, RDpsale, and servicedummy) for all comparison groups (host-region oriented vs. homeregion oriented firms; bi-regional vs. home-region oriented firms; and global vs. homeregion oriented firms) are not significant at the 10% significant level. Accordingly, the prediction of the empirical proposition 1 cannot be supported. However, the results from Table 4 show that the coefficient on NAdummy in the comparison groups between biregional firms vs. home-region oriented firms is significant at the 5% significant level with negative value. That means all things being equal (each firm possesses the same level of all FSAs), the North American firm tends to be a home-region oriented firm rather than a bi-regional firm.
Next, a binary variable HOMEdummy is used as a proxy for regionsales for the model in equation (2). Table 5 reports the results of the logit estimation of the effect of FSAs on HOMEdummy (see column 1 of Table 7 for the results of marginal effects of each FSA on HOMEdummy). The results show that the coefficient on servicedummy is significant at the 5% significant level with positive value. That is, a service firm is more likely to be home-region oriented than a manufacturing firm. This result supports the prediction of the empirical proposition 1 based on the home-region bound nature of the FSA servicedummy. In other words, firms tend to exercise the FSA servicedummy based on its geographic reach. According to Table 5 , the coefficient on RDpsale is significant at the 10% significant level with negative value. That is, a firm with higher level of Finally, the dependent variable in equation (2) is measured by the continuous variable INTRA. The results of Table 6 (column 1 demonstrates the OLS estimation and column 2 demonstrates the fractional logit estimation) show that among the coefficients on all four FSAs, only the coefficient on RDpsale and servicedummy are significant at the 5% significant level with negative and positive value respectively (see column 2 of Table   7 for the results of the marginal effects of each FSA on INTRA using the fractional logit model). That is, a firm with higher level of RDpsale tends to have lower proportion of intra-regional sales than a firm with lower level of RDpsale, and a service firm tends to have higher proportion of intra-regional sales than a manufacturing firm. These results are similar to the results of Table 5 ; therefore, the implications of the results of the two tables regarding the FSAs RDpsale and servicedummy are similar.
Moreover, the results from Table 5 and Table 6 (both column 1 and column 2)
show that the effects of NAdummy on a firm's regional sales (HOMEdummy and INTRA) are significant at the 5% significant level with positive value. That means that the North American firm is more likely to be a home-region oriented firm and tends to have a higher proportion of intra-regional sales. These results are consistent with the prediction that all things being equal, the North American firms tend to have more sales within their home region, the largest market among all three triad regions, than firms of other regions.
However, Table 5 and Table 6 (both column 1 and column 2) show the same results that the coefficient on variable logasset is not significant at the 10% significant Intra-Regional Sales of Multinationals 20 level (similar to the results derived from Table 4 ). Accordingly, the prediction that a firm with a lower value of logasset tends to be home-region oriented or tends to have a higher proportion of intra-regional sales can not be supported.
VII. Limitations
This paper has some limitations. First, due to the fact that the RNGMA database has available data on intra-regional sales only for year 2001, the data used for the analysis are cross-sectional. This generates limitations to analyze the relationship between a firm's FSAs, intra-regional sales, and performance across time. Accordingly, a timewise analysis would be a logical next step for future research.
Second, the small number of observations from OTHER and the absence of observations from Asia and Asia-Pacific are due to two factors. The first is that most of the Asian firms and firms from OTHER fail to report information that can be used in this analysis. Moreover, this paper derives most of the independent variables from the COMPUSTAT North America database. This database covers only publicly traded companies in the United States and Canada, and most of these companies are North American or European firms. Moreover, among the 87 firms included in the analysis, none of these firms are in banking or other financial services industries. For these reasons, the interpretation of results is based almost entirely on North American and European firms and do not cover banking and other financial services industries.
Finally, this paper does not incorporate any analysis of a firm's structure and its managerial capability. This is a distinct limitation of studies using secondary data. Intra-Regional Sales of Multinationals 21 Accordingly, future research may try to collect data regarding a firm's structure and its managerial method from primary sources and incorporate these variables in the analysis.
VIII. Conclusions
The main contribution of this study is to test the performance of MNEs, given the recently observed regional nature of such large MNEs. Rugman and Verbeke (2004) have observed that most MNEs operate intra-regionally and they have therefore proposed that the lack of truly global presence among large MNEs can be attributed to the problem of transferability of the firms' FSAs outside of the home region of the MNE. This is the first empirical study to test whether the benefits of each FSA (specifically firm size, knowledge, marketing ability, and industry type) can be exploited more effectively within the home region of the triad itself, or on a more global basis. We explore the effect of each FSA on a firm's regional sales, as measured by its proportion of intra-regional sales and other variables indicating whether it is a home-region oriented firm in contrast to a host-region oriented, bi-regional, or global firm.
First, we find that some FSAs can be exploited profitably only in the home region (R&D and service sector type), and one FSA can be exploited both in the home region and in other regions (firm size). Second, we find that a service firm tends to be homeregion oriented or tends to have higher proportion of intra-regional sales than a manufacturing firm. Finally, we find that most firms do not exercise its FSA in knowledge based on its geographic reach. That is, a firm with higher levels of R&D tends to use their knowledge both in the home region and beyond the home region of the triad
Running head: Intra-Regional Sales of Multinationals 22 without realizing that indeed they can exercise the knowledge from R&D more effectively in the home region of the triad itself.
Future research on international business should pay more attention to the recent empirical finding that the vast majority of MNEs operate on an intra-regional basis, rather than globally. This suggests that their performance is better explained by FSAs, which appear to be exhausted in the home region, rather than by alleged "globalization"
advantages. If there are economies of scale resulting from international integration then these scale economies appear to be realized in the home region of the MNE. It is clear that scholars need to take into account differences in terms of the geographic reach of each FSA when analyzing the effect of FSAs on any firm's policy and strategic decisions.
Attention to regional strategy rather than global strategy is needed. 
